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ABSTRACT ■ '/ 

Enrollment projections for the 1980 •s need to be* 
based on at least seven variables; ,the ^ize of the 18-to-2a-year-old 
cohort; thie rate of participation of that cohort; the rate of 
participation of nontraditlonal students; the full-time/part-time 
ratio of pla,rtici>ation; the division of participants among public, 
private, and proprietary institutions; the appropriations for public- 
student aid; and the interstate movement qf students. Based on these 
factors, tiis study considers the management of the enrollment 
decline and the priority for the public sector. A delivery system is ' 
proposed that is based on a/ J)erfQrmance formula, applied to a system 
of public higher education/in which students share in the- ^pense of 
actual instruction and all other expenses associated with delivering/ 
instr^uction. A method for determining, the piercentage of state subsidy 
to the student is described, and three performance strategies for 
declining enrollment are detailed. It' is concluded that the state 
subsidy must take account of overall state concerns and the desire to 
gather funding from federa;L student aid programs. State practices in 
student aid can be regularly adjusted according to changes in the • 
federal government. (LBH) 
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1 • Enrol ImeVit-Driven Subsfiidy ^. * 

Publi'c subsidy for" postsecondary education, is distributed; 
by and largi, on, an enrol lment-dri\/en basis. States and 
localities pravide institutional subsidy to public 
colleges and urllvjersiti^s accordina to enrollment; 
stiate scholarship aid, generally available to students 
at private institutions, is di str ibuted ^according to the 
need', or the t^a^ent ,of students, but it enters institutional 
accounts on an enrollment-driven basis. Federal student 
a^d programs, degigr^ed to finance student njsed at colleges 
and proprietary schools, are also enrollment-driven. 

■ . ^ ' ^ 

Because performance is measured and rewarded by the 
number of* customers subset 4. ^)ing to. the service, current 
financing practices resemble a .market situation. The 
resemblance can be decel.vina. Many private colleges 
receive nei^ther public subsidy nor the sustenance of 
a larae endpwMent. Public^ institutions within a state 
are Generally coord inat^d^ wi th such care that a 
cvjsto^er's- choihe is 'usually deterpiined by* Geography 
and by his hib^'; school /credent i als . , 

While beneficial to hicrher^education in a period 
of arowth, errrbl Imen t . f i nanc ina can also threaten 
institutional survival.. Because expenditures cannot 
be reduced as pre<iipi tously as enrollment revenues 
can drop, fallina* enrollment will compel , ins ti tut ions 

to raise their prices .-with the possible result of 

,j , - ■ 

losing more customers and raisina priqes further. 
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Enrollment* pro jactipns, 'for .the 1980' s need to be based 
on at least' seven variables: . . ' " 

o Th.e siz^ of, the 18. to 24-year old age. cohort 
o The r^te of part rcipation of that cohort 

- o- The rate of participation of non-traditional 

students • ' ' ^ * • 

- o the full-time : part-time ratio of ' participation 

o The division of participants among public, 
private and proprietary institutions 

o^ The -'a|5propri&tions for pufelic . student aid 

o The interstate^ movement of students. 

t 

During the 1980 's ,the .18 to 24-year old age cohprt 
will sjirink^ But as family-size ^shrinks , sibling overlap 
will decline and both the participation i;ate and the 
full-time : part-time ratio can be expected to increase. 

J Forecasting is seldom accurate^. In 1974 and in 1975, ' 
the National Center for Education Statistics made 
September estimates of .September college enrollments 
that fell about half a, million students below the 
actual eni*ollmehts. It is-^fiot Jikely that 1976 projections 
of 1986 enrollments ■ can fcne mo.re accurate. 

Although th^tools are crude and the variables many, 
the one certainty is 'that the size of the age cohort will 
shrink. The gloomiest projections are that the cohort 

will lead to enrollment declines of 25% between 1980 and 

1 ''^ ' ' 

1994. 

If th^ future conforms to these anticipations, 'the 



1 ' \ ' 

Al^lan Ca^rtter and Lewis C. Solmon, "Implications 

for Facility/' Change , September- 1976, which contains 
• a more complete- analysis- of the possible declines . 



higher education' community will need to make some "hard 
choices." The difficulties will be aggravated by the 
same systems of f inancincr that encotiragecf growth in 
the pa^t. ^ ^ , • . ' • " ^ ' 




3> The Man 

.The theme of 
imbalance. P|rMon 
as students can ^ 
Willi rise 
bvldget . 



Tofent decline is budgetary 
,.c^not be terminated as quickly 
;.enrpll3,nq; heating and power costs 
.the decline means balancing the 



The opp6rtu\Iities divide into three general 
categories, wh^ich differ in their emph^ases. 



o* The Federal Strategy, If falling . 
enrollment. unbalances budgets and the 
t>udgets are f^bal anceiJ with higher 
ttaition, Greater student njsed will be 
generated at both public and private 
instltutripns. While affluent families 
will >iave ^o* absorb the higher prices/ * 
a majority ^ of families ought to qualify for 
Federaj assistance. In effect, institutions 
will\cover most of 'their de'ficits with 
Federal funds 

^edejK^l appropr 
never iMtched th 

A reliance on the 1976 renewal of federal 
progra^is is a strate6y that c^n^ become 
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, however, hav^ 
1972 Federal commitment. 



dynamic only if the Conaress increases its ' 
appropriations. But if the Congress adopts 
a policy of . greater appropriation to assist 
hicrher education durina a decline in enrollment-/ 
the structure of. -programs can also include ^ ' 
new >$pproach^s to distributioni that are less 
enrollment-based. ' 

The Tourist Strategy. In the 1960's, state 
coordinating and reaulatbry boards pjaged 



A 1976 survey by the College Entrance Examinat ioji- Bocird • 
helps Quantify l;he degree of need. "Based on the st^ud^nts' " 
estimates of ' their families' ability to contribute, three- , 
fourths of th6 families could not afford the average S280b 
yearly expenses at public four-year institutions^ the Colleo'e^ 
Board said. Only one-sixth of the families could' afford the 
$,4600 ayeraae yearly cost of.attendina private four-year 
institutions.': The fiaures apply to families of students 
taking- the SAT test with a median income of ^16,400 

higher than the national median. The Chronicle of . Higher 
Efjunai-Ton. September 13 1975. 7^ nx^n^r 
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restrictions on the numbjsr of out-of- 
statefstudents who could enrol-l at; 
publijc institutions. This assured .'access ' 
to state institutions for state residents' 
in a period of rapidly increasing^ , 
enrollments, .V,' / 

In a period of decl-ining enrollments, the 
coordinating arid regulatory boards wii; have ^ 
differemt concerns. Out-of-state students 
can help pay the fixed costs of education 
and dormitory operations, and they can contribute 
to the' overall . economy of communities by way 
of movie houses, gasoline stations, clothing 
^ stores, book stores, and other "colleae town" 
enterprises. .* - 

o The. Populist Strategy. A progressive reform ' ' 
m the user tax (tuition) at public institutions 
as adjusted by student aid, can "let the people 
diBCide;v..the economic health and the survival 
of institutions, "A state system' can price 
tuition, at 100% (or some o.thqr hiah rate) of 
"cost," as defined by educational knd cjeneral 
^support expenditures. The* effebt will be to 
redistribute incdme from* families that have 
to pay the full tuition to families th^t 

- .receive need-b^s^d student; aid, which can be 
portable amofia tbe public, |)rivate' and 

' pijoprietary institutions. T^is policy is 
.a response to *the demogoalc complaint, .how \ • 
seldom if ever voiced, thai$: th^ state \<j ' 
university Is "a country club for^ the rich, " 
p!fiid f or* bj/ the poor earinlr and the workirigWan ' 

Because of the portability^. of all funding,' 
enrollments at private institutions can b4 
expected to increase relative to ' enrollments 'm, 
. at^.-public institutions. Overall, the strafeay " 
"can be expected to reduce enrollments- slightly . 
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the pioneer model for the populist strateay is th-e-' Wisconsin 
proposal py W. .Lee Hansen and. Burton A. Weisbrod "A NeV 
Approach to Hiober. Education . Financing Higher • Educ^tiion : . 
Alternatives for the Federal government (Idwa City t The - ' 
American/:ollegei.Te9tirTg /PrcWrraip)- 19 7r. in this model ' 
"some, Vr^akly/ motivated' yo^na, people f rom . affluent -famiiies " 
are^xpectec^ to stop participating, ^jlthough Hansen arid 
Weisbrod. predict an increase, in ertrollmeaf amo-ng youna .. . 
people from .poorer f amilies ,^ they di.d not anticipa;:te the' 
surge of' st^te and^ Federal student aivl funding in 
1970 's, 'which has .in large part accomplished the objective 
of social equity. 8 ' ■ ^ ' 



A T,his movement will accelerate the budgetary 

® ' e iJTibalance at public institutions, i^s budgets 

* ^re corrected wit^h higher tuition, it can be ' 

expected th^t in.deptain states education at. 
the formerly public institutions will be 
priced hiqher than %t the formerly private 
institutions. Patterns of interstate 
migration will also change, 

• - - • . ^ 

These three strategies can be applied simultaneously. 

The populist strategy/ which finances po3 tsecondary 

education. exclusively with aid to ^students , clearly ? 

Generates "need" where none would ^exrst with institutional 

subsidy. This new "need" is a maanet for. greater need- 
ed « ' ^ ' .* ■ 
aenerated Federal vstudent assistance. When state student 

aid is reserved for state residents attending institutions 

within the state, the coordinating or regulatory board 

can be justTHeT'^ii^ applying "traditional" '^pricing ' to 

out-of-state students; an ^nrollment-dr iven formula 

for institutional subsidy^ of these students can 

encourage higher incom^^ f amilies in other states to ' t 

export pa^^ of their personal inqomes into a state 

using a tourist strategy. (Conversely, higher ♦ income 

families in a state adopt ing^^a^opulist strategy are 



likely to send their yo\xvL^^^mX%'^s adopting a strictly 
tourist strategy.) ' 
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4. Priority for the Public Sector J 

Because ,the possible enrollment (declines ot the 1980 's 
have been perceived as' a threat to institutional 
. survival/ the' populis±^strategy h^s been presented - 
as sa way of eliininat'inc/ the pripinq disadvantage 
carried by the private sector as well as a way of 
allowing students and their families to decide the 
health , of institutions, 

V ^. - Eliminating pricing disadvantages among sectors 

requires' an even-handed approach to s.tudent aid, 
however, and the pr actional application of even- 
thandedness can^be. disruptive. The Committee for 
;^conomic| Development h^s described the likely pat^^n 
of application. ' 

Althouah Federal funding practices should 
be more or less constant throughout the 
country, state practices may be expected 
to vary. In some states, for instance, the ^ 
, tradition of prj.vate education is stronger 
than ^i't is in others. In. these states, 
^ » ind^idual student grants from public 

money may be more acceptable 'to the 
- taxpayer than they would be in states 
where most higher educatio/i tak,es. place 
in state-owned and state-operated 
institutions. State-funded student grants 
may be more acceptably in 'the. East and 
Middle Wy3t than in areas where there are - 
jcomparatively few private colleges and 
"universities, notably the Southwestern, . 
Rocky Mountain , and Pac?ific regions . 

To be fair, states like So^uth Carolina, Florida, 

Texas and California provide t ion-equal izat ion 

. . . ' ' i 

Committee for Economic Development, The Management 
and Financing of Colleges J New ^York : CED) 1973, 
• pp. 65-66. . , ^ ' ^ ^ 
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orants almos)/as actively as the states of the Northeast 
Florida, California and South Carolina rank first, 
^•*^^^!^^^"^ fif*th arr.ono the fifty states in the amount' , 
of the average orant awarded in 1976-77.^ California 

aders in, maintaininq 
low tuition. In these s,tates, the 'public fundina of 
scholarships for private colleges is added on to the J 
higher education budget. But the perception of CED 
is probably accurate were the scholarships to be 
funded by dramatic increases in tuition at the public 
institutions. ' 

States where the strateay is politically acceptable 
happen to be states with l^rqe priyate' sectors ; these 
are the states where the strateqy can cause t^e qreatest 
decline in the public sector. State appropriations ' 
would be spread too thin. Ira the public institutions, 
already over-tenured in 1976,.^ educational staanation 
is the likeliest result of the policy. But one 4- 
objective of- a state^ coordiryat ina or ret^ulatory boards 
is to prevent this from ha^penina. If enrol l^nient-driven 
institutional ^subsidy is coji\ierted into'^student aid, 
the public sector will have to be qiven priority in 
states With large private sectors, just as state 
ins^titutions' v;ill receive priority by default in 
regions whe^e there are few private institutions. 

'^g|'f' "p^r-qffi^e o''f' Higher Educgtlon . October 11, 1976. 




>JliCte of Higher Educa^'ion . September 20, 1976. 
ajpkpmredby the A.A.U.P. show that tenure h^s been 
1M(:^eja^/iat iofnally to 6S*^C of the public col lege-level 
:f e||^oi;iat4 and to 6 2^=^' of the public two-year colleae- 
e:i professoriate — the 'two laraest public cateaories 
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5 . Socialist Competition 

When the priority is established a variation of the 
populist strategy can. promote competition and 
performance 'within the public sector. Drucker has 
described the performance "service institutions 
[^as] exempli /ied by school and university , and also 
by the hospital." 

•\ 

What they need is L^nqe's socialist 
competition 

] The "customer" of -this ki^nd of service 

institution is not really a customer; he 
gi ' Us a tributary. He pays for, the. service 

institution whether he want^ to or not^^ 
out of 'taxes, levies such as compulsa/y 
insurance, or overhead allocations. The 
products pf these institutions are not 
meant to supply^^a want. They are meant to 
supply a need. School and hbspital, teut 
also the typical service staff in business, 
supply what everybody should have, ought to 
have, must have, because it is "good for 
him," or go6d for society. " . ' 

Hiaher education is- a service theoretically 
available to the whole .public, as is health care. 

Although the^public is not the "customer," the ^ 

f- ' . 

public • interest is represented by the consumer 
decisions of actual students^ and fairdlies. Under 
a system of "socialist competition," the performance 
of public insti tution-s can be assessed by the 
enrollments ea^ institution can attract over the long 
term. 



,A typical enrollmeiYt-driven formula gives the 
appearance of competition without the substance. 
Jencks and Reisman h^ve described the process by 

Pester F. Druckfer, Management; Tasks, Responsibil ities 
. Practices J New York : Harper & Row) 1974 p. 162 . 

ERIC . .9-19 ' 



which public hi(^her education was transformed into a 
kind of governine'Vit acrency during the first half of ' 
this century. 

Dependence on reqular legislative 'appropriations 
affected the style a^ well as the" structure of 
.the public sector. Public accountability, for 
example; almost ^inevitably led to 
bureaucratization. Elaborate administrative 
machinery had to be set up to ensure . t!hat 
no emlparrassing mistakes were ''made., 
especially in the expenditure of public 
f unds* .. .Account abi lity also influenced ' . 

the time perspective of public college 
administrators. In the long run a public ^ ^ p 
colle(ge and its trustees miqht be answel"-abl^ v. 
to the people^ b^Jt in the short run it was ; 
^ mainly sufe^ut ^o the whims of a few clearly^ 
identifiable inoividuals such as the governor 
"and a" f^w key legislators.^ • 

As a result, 'the clear^s t di f f erences among campuses', 
within a^^Pypical public sector have been limited to 
geographical location! and, at least in theory, 
admissions pol icies . Students who are better prepared 
tend to enroll in the university sector, which tends 
to require their preparation. Students seeking highly"^ 
specialized proqrarns (such as agriculture, architecture, 
engineering and nursina) seldom have more^than one 
choice. Most students attencj the comprehensive or the 
tv/o-year college built or converted to serve their 
aeographical' area. 

Tuition is usually a standardi zed . component of a 
student's tQtal outlay, in 'wbjch subsistence costs can 
be dominated .by geography. Quality ^ is generally 
perceived as i;iput (admissions selectivity as well as 
an attractive location) rather than by any measurement 
of outcomes. But if the public sector is -to be oriented 

8 , 
Christopher Jencks and David Reisman, The Academic 

Revolution (Garden City, N.Y. Doubleday) 1968, p. 266. 



toward performance, whether the motiyation is named 
"socialist competition" or "a market-price mechanism," 
pricinq will have to precede location and quality will 
have to precedfe admissions selectivity and scenery. 

When performance is' operationally defined by 
enrol ImetSts , publy.c institutions must acquire much 
qreater autonomy in manaqina their educational offering^ 
and. finances,'' reaching 'for quality, and establishing 
their -own tuitions. 

r 

V 

The need for ins.ti tutio^ial autonomy seems to 
contradict the natural' wishes of state coordinating 
and regulatory boards to operate the public Sector 
efficiently. The efficiencies that a stAte board can 
^PPly to ^a public system were necessary durina a period 
of rapidly expandina enrol Iment but durinq enrollment 
decline, efficiency can 1 imi t ef f ect iveness . An 
institution is ^rtade less effective when it is not 
allowed to compete with sLster institutions by setting 
its own tuition and offerina new or better pronrams. 
Effectiveness, however, does not demand the sacrifice 
of efficiency. The system-wide expenditure under an 
efficiepcy formula' already in effect"can serve as a 
benchmark for appropriations under a performance 
formula. 
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6 . Ident i f yinq Budget Sectors ^ ' . ^ 

A public system .manaaed for performanc^ must have a 
clear sense of mission, fespeci ally in/distinquishina 
iDetween the public^ as "customer"- — where the public 
can bptter be thought of as^a "constituency". — and 
the student as customer .The distinction is important 
because part of what the constituency is financing is 
not intended for delivery to undergraduate customers. 
Expenditures for public goals ought to be borne by the v 
public. . \ ; 

The prevailing cl assi f icat :iQ.n structure for 
budgeting in higher educat.ion designates three areas- 
of spending: primary programs, support programs^, and 
auxiliary enterprises. Spending on auxiliary enterprises 
is not charged to the educational accounts, but the 
educational accounts carry the full burden of/all 
primary and support programs. 

There are - four primary programs: 

o Instruction 

o Research ' 

o Pyblia Service 

o Student Aid^ 

In many states, student aid is in effect administered 
by the state board on another authority. Only in 
Alaska are the programs for organized ,re>search and public 
service financed directly from the state higher education 
accounts . 

The Alaskan budget can help clarify accounts, as 
can the budget of pos tsecondary education's step-sister, 

-12- \ 
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the proprietary institution. At a ^proprietary schoolV 
the student's tuition — less' the school's taxable 
profit ia cledicated to instruction and to. support 
programs wholly related to instruction or student ( 
services. What is omitted in the Customer's account at 
a proprietary school is what "everybody should ha\^, 
ought to. have, mu«t have," because it is "good for] 

society . *' / 

• <^^^ 

Howard R. Bowen has enumerated' the services that ' 
higher education provides its public constituency. 

* . Writers 9n finance often implicitly' assume 
that the system of higher education is a 
mere factory grindina out credit-hours of, 
instruction which ^will be converted into 
personal income* ... But institutions of higher 
education are not merely engaged in . 
insfttructlon, as important and as socially 
* ^ beneficial as th^at function may be. They 
also &erv0 as centerp of learning with 
- , many cultural, pd;litical, and economic 
V influences that radiate out to -society. 

Colleges and universities are the^.f oundations 
' , of our civVilization. They are the repository 

and guairdi'an of accumulated knowledge and 
wisdom;^ they are centers for the advancement • 
of fresK ideas and new^ interpretations of 
- old values; they are the main source of new 
science and teqtinology; they are centers of 
' aesthetic^ 'nioraj, and social criticism; they 

aife major patrons of the arts and literature; 
they are of critical importance in advancing' 
the health and safety of the. nation; and they 
provide a great pool of talent that encages in 
atudy and^evaluatton on a multitude of social 
problems.^ . * > ' * . 

Bowen names th^se activities "the' advancement of , 
civilization," which other commentators have rather 
lamely called "the intarigib^es " or " intellectual 
curiosity." The analogy in the'stoclcholder economy is. 
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Howard R. Bowen, "Finance Sind 'the Aims of, American 
Higher Education," Financing Higher Education: Alternatives 
for the Federal Government . pp. lei-STT ^ ' ' - 

' ■1-6 ■ 
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a service institution like Bell Labb^^^^ies , V4bich 
advances " learnincf " in a haven, within tl^e commercial 
operations of AT&T. Conceptually, " the advancement of 
civilization" is a tradition that is easy to explain; 
the difficulty has been in expressing the concept in 
budafetary terms. 

Public service and unsponsored research are the 
two primary programs that clearly represent funding 
for society • s' needs • Financially, however, these 
programs are an incomplet-e representation of the 
total inrteXlecfeual , scientific and cultural activity 
that benefits "civilization" in an understood way, arii^ 
benefits students /o^nly indirectly and intangibly, if at 
alj. -Often a faculty member's contribution .occurs only 
in his own unremuner ated effort that is concurrent with 
a full instructional load. More commgnly his activity 
occurs during the. three-month" period o-f his summer 
vacation; when he receives sal-^ry altrtouoh he is 

under 'no obligation to his insibi tution . This suggests' a 
rul^ of thumb for identifying the social dimerfsion of 
the instructional pronram: a portion of the instructional 
budget ^ e<JiUal to pne-gua^ter of , the expenditure for 
full-timi&f faculty . This describes unobligated fapl^lty *' 
time, separated from the 39 ^weeks of obligated ^ime 
that i-nclude scheduled vacat;ions of several weeks.. 

Although a faculty's use of this unobligated period : 
can. be surveyed, no survey instrument can measure the 
"quality," the "value," or the* "social relevance" of 
facul||y activity. Very likely an instrument" cannot ' 
measure actual time, either, because faculty members 
seldom ^keep accurate time logs of their own activity 
and. because different individuals such as t^nu-red full 
prafesisors and untenured' instructors - — are likely to 
measure their aqt.ivitie/ differently. The most valuable 
. , ■ ■ \ . ■ ^ 



activity is probably not measurable* at. alL: a fa'culty 
member's effort to diminish his own obsolescence?. This, 
.is a lonaitudinal activity not Te'adily a^siqnabl^. to 
particular students or particular .budaets and can best • 
be described as the maintenance ,qf human .capital. It is 
by nature an interqenerational -^tVansfer of quality, and 
is insep3rable froni the mare identifiable intellectual,, 
scientific and cultur-al components of the social 
dimension. " ^ f 

The quarter-time rule of thymb substitutes a , 
quantifiable assumption in place of survey data, tKat 
can quantify, at -best, only subjective^ recollections. 
The statistical assumption is that all unobliqated time 
is used to advance " learning " althouoh thi^s is certainly 
not So. Neither is it so that " learning " fails to 
advance when a faculty is expecfted to engage in 
ins.tlruct ion . What seems ^clear is that a student 
at1;endina col lege riefed hot be expected to share in the * 
entire expense of vacationing his professors anc| 
sponsoring their research and public service. 

.The analysis produces two sets of accounts: one is 
'"aln institution 's enrollment-driven budget -f ot* . education 
and general support and the other is a budget for the 
definably social contribution , of higher education. The 
budget for the social contribution! consists of 

■ : • , ■ ■ : • • 

o 25% of the full-time Instructional budget 
o the budget for unsponsored research 
o the budget for public service. 

Society' s* budget f5r the primary programs also requires 
a budget for* support programs, which can be counted as i 
a proportion of the total support budget equal "to the 
social share .pf t\\€( primary budget. : f.. 



1 • A D elivery System 



When a performance formula is applied to a system of 
public higher education, students' will share in the 
expense of actual instruction and all other expenses 
associ ated with delivering instruction . 

A performance budaet can be illustrated by revi.^sing 
the .accounts for ' a hypothetical- compre/ensjtVe college 
with an FTE enrollment of 5000 and an expenditure per ' 
student of $2200. , 



r 



Instruction 
Research 
Public Service 
Student ^id 
Academic Support 
Student Services 
Institutional Support 
Plant Operations 

Total 



Current 
Proar am 
Bydqet 

, 000, 000 

1, 000, 000 

200, 000 

{ State) 

550, 000 

656,000 

1 ,000, 000 

1,600,000 



Performance 
Program Budget 
Custohiera "/ ConstiTuency 

$4,800,000 $1,200,000' 

■ ' 1,000,000 

200. OOD 



(State) 
366,667 
650,000\ 
666,667 
1,066.667 



183,3 33 

333, 33 3 
533,333 



$11,000,000 $7,550,000 $3,450,000 



Per Student 



$2200 



$1510 



$690 



In the alternative model, the budget for student 
services is not apportioned to the social account. (Tl^e 
model has been simplified by treating all fclculty as 
full-time. ) 

Just as a rule of thumb has to be used in dividing 
inistructional%costs between students and society, another 
rule of thumb is necessafry to measure the subsistienc 
costs of attending College. In a'model, the f iguresf Jc^an 
be data gathered by the College Scholarship Service for 
commuter students at four-year publ'ic injgti tutioris ii 
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l*976-T-7. Whether a state board chooses cofninuter 

fiaures or residential fiaures ouqht to depend on 

specific conditions within a public systejn, but the 

expense of continuously ^urveyiYig actual subsistence 

costs is likely ^to require a state board to use actual 

dormitory charges and CSS national figures for other 

e^cpenses. ■ . • ^ * . *. 

^ • . Current. Per f orrrfance , 

i Proaram Program Budget 

• ' ^ Budget Customers / Constituency 

Educational^ Total $11,000,^000 $ 7,550,000 '$3/450 000 

■ ' ' .■*'.. ' * - 

Room and Board ($79 3i 3,96 5;'6'00 

Other (Sr034) , . ' 5, 170, 000- 

Delivery Total ;$16, 685,000 

Per Student ^ . $333 7 

The monetary outlay per student is $3337.-: in this 
model. Foregone income is not calculated because* no • * 
persuasive method f or ^ measuring it is available, 
especially in a period of very high unemployment ' in 
the 18 tQ 24-year old age cohort. But ^f or egone ' income 
^ is relevant) if unguantif i able*,' when a state board and 
legislature decide the degree to which the public wi'll 
subsidize the hioher ediication of ^individuals . 

The de(>free of subsidy can range from 100%, as in 
many Western European countries as well as in Eastern 
Europe "down to 0%; *as advocated by Hansen and Weisbrod. 
It can be ins trugtii ve , however, to measure the effects 
of certain, subsidies that are politically possible. 

Subsidy Price 
Subsidy Per Student Of > Tuition 

15% $ 501 $1009 

^^ The Chronicle of Higher Education Deskbook , p. 12 2. . 
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.20%* 
25% 
20%^' 
3 3% 
40% 



667 
834 

1101 
1335 



843 
676 
509 
409 
175 



' The pricJe of t^Jition is the ' expend it uxe ^j^g^ stud'eni; 
in the customer • s account < $1510 ) net of the subsidy per 
student in the delivery system, < ' : 



4 
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8^ The Public Perception 

^ " . ■ 

When the pergentaoe of t^e subsidy has been* set by a 
state legislature, it wi!^l have to be maintained over'^^ . 
a prolonged period of time so' that the public will 
sense continuity and maintain confidence 'in the .state ' 
system. To' the .extent that' taxes for public higheJ^ 
education help spread part of a family's expenses for 
college'over a lifetime of earnings, >a sense of 
continuity is a basis for justifying the 'tax ^expenditure 
oh iiigher education. - . ' \^ 

A subsidy based 'on* a cons-tant percentaoe or delivery 

expenses is aJLso/ necessary if the purpose of tuition' is 

to entourage 'performance throuoh competition rather tban 
merely to finance>^the bureaucracy* 
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9. JThe Perfor-iTtance Formula 

- 7- J 

. In a period of declinj^na enrollment, performance can 
be promoted when institutions* can compete in both , 
quality and price. A direction that this competit^^'^ ^ 
might take carj. bp imaained by applying .three diffeii%ht 
strateai^s to, the hypothetical^ comprehensive college 
with 5000 'students and a budget of $11 million. For 
comparative purposes, the three strategies can be 
represented as three separate institutions with- 
identical budgets at the start of "^n Aggregate enrollraeitt' 
^decline from.lS,000 tg 12,000 l^E students. At each( 
Institution in the .mpdei^, public funding for societal 
benefit^ remains'^'constant, functioning in part as* a ,cushia 

y ^^3ai'fe*^•}^^bi^ public subsidy for stlidents 

IS se^t'^^t 25%. ' . . 

4 

With such assumptions, the public appropr i.^ion ' 
is $7,620,000 for a hypothetical institution . at the 
star^t of the Enrollment decline. Tabl^ 1 shows the 
budgets when enrollment has fallen to . 1 2 000 for the 
three colleaes. 

^ ■ ■ ■ ' 

College A has 'elected to pursue quality by • . 
^^ncreasing its faculty .hjudferet by $1 million, its * 
.academic support by $100,000., and its student, services 
^t>y $50,000. Under an assumption, that the strategy 
prevei^s^ enrollment f ronf ^itpppi ng, below 4500 students , 
Tat>4e 1 shows that the .'state appropri at iVn will rise only 
$60,000 to $.7,680,000 as the tuit;ion rises $360 (+57%)^ 
from $663 to $993. * , . ^ 

College B h^s elected a stl-ateg^ o^ dost ' control 
and price competition by reducing the student's jbhare 
of faculty salary by 20% (a 16% cut in the two-patt 



TABLE 1 



Three Perforinance 'Strategies for Declining Enrollment 



^Strategy'' ^ 
'Students Retained 



College A 
(Quality) 
4500 



College B 
(Price) 
4500 



College C 
(No Change) 
3000 



Instruction 
Research 
Public Service 
Student Aid 



^ Academic Suppor,t 
Student Services 
IijsUtutional Support 
Plant Ooerations 



Customers Z Constituency Customers ,;/ Constituency Customers //constituency ' 

$5,800,000 $1,200,000, $3,840,000. .$l,200;odO $4,POO,OO0' $l,2OO;pO0 

1,000.000 • • ' 1,00"0,'0C)0. ' 

200,000 , 200' 000 . 



1,000,000' 



•(Stated 

466,667 
,700,000 
666,667 
1,066,667 



200,000 



183,333 

^333,333 
5B3.333 



(Slate) 

K 

t 

293,334^ 

585,000 

600.000 



1,066,667 



(State) 



T 



183.333 



333. 3J3 



\ 



366,667 y 183,333 

650,000 ; • 

666.667 



523,333 1,066,667 



333,333 
533.333 



Total 
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Per Student 
Room and Board 

I 

Other 

Delivery Total ^ 
25?^ Subsidy ' 

Tuition 
Appr/J print ion 

2/1er|c 



$8,700,000 $3,450',000 $6,385,00a $3,450,000 $7, 550,000 $3,450,000 



$1933 

793 

10^34 

$.3760 
940 

$993 



$*767 



1_ 



$1419 

793 

1034 

$3246 
812 

S607. 



$767 



2^517 

1034 

$434| / 
'1086 

$1431 



$4, 230, 000 '$3,4^0,000 1 $3,654,000 $3,450,000 ',$3,258,000 $3,450,000 



($.7,680„000) 



($7,104,000) 



($e,708,Q00) 
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-instructional. budget) , the student's share of. academic Y 
sypport'by 20%, student Services by 10%', and the studeaZ-s 
share of institutionaj support *by 10% in short,- by 
cuttina the customers' budget by 15.4%. if this /pricing 
stratea/"?l-esults in a tuition that can limit enrollmewt 
decline t^. 10%, Table I shows that the state appropriation 
will deeiihe by. $516,000 to , $ 7 , 104 , 000 as the'tuition " 
decline* by $?6 (-4%) from' $633 to $607. 

Colleoe C has continued business as usual. It has 
r^ot souaht. to improve its quality or reduce its tuition 
and suffers competitively aaainst the two i|nstitutions 
that have done so. Colleg^e C bears a disproportionate 
share of the enrollment decline; in" this comparison, its 
enrollment -falls to 3000. Table 1 shows that the 
appropriation is reduced by $'91 2 , 000 to $6,708,000, 
but .ttie-^tui-tion is increased by $798 {+12'6%) from $663 
to $1431. 

In all three examples the constituency budget is ' 
held unrealistically constant throughout the enrollment 
decl ine . ■ , . • - ■ " . 



»■ 
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10^ The Conti tuency Budget 

There are two hazards in establishing a separate research 
and cultural, budget. 

o Institutions can misuse the budaet 
to paper ov^ poor performance in 
the instructional mission 

o State agencies and other fiscal interests " 
S--^ * within a state can mount raiding forays, 

) ; on this exposed portion. of the higher 

education budget dedicated to a cause 
, so imprecise as "the advancement of 
civilization. " 

I t would seem necessary for a state leqisl ature to 
dedicate future appropriations however constitutionally 
possible, to a Severi-Year Research and Cultural Fund for 
public higher education; the funcJ should ride on an 
appropriate price index. Although it will be subject to 
seven-year reviews of actual 'need, state government must 
accept the proposition* that the fund is as perpetual as 
higher education itself. 

Year monitoring and Reallocation , clearly, are a 
responeibility of th^^e isf^te coordinatina or regulatory 
board. While the^fiind can legitimately serve as a buffer 
to abrupt declines .-in enrollment, it cannot be 
unresponsive' to reality either. . - 

Performah^ce budgeting- i'^ an analytical tool, which 
is imperfect, and a formula for charging tuition, 
which is probaMy f^^r s€tidents and state treasurers 
alike. Then^!:SieV^ejj-Year^^ ahd Cultural Fund can be 
a mar^aaement tbojf' for a state board, or it can simply 
pass into the domain of yet another enrollment-driven 
institutional subsidy. ^ 
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11 , ^ Fixing the Subgidv 

The subsidy in the public . sector need not be fixed 
uniformly for all types of institution, and probably 
ought not be. 



/ 



o Pricing at-^two-year institutions should 
reflect the special mission of these 
colleges, especially those in geographical 
areas remote from baccalaureate facilit.ies. 

« subsidy at two-year col leges , should > 
ult in a tuition lower than fpr upper - 
ision programs, at least, at four-year 
colleges. 

o Pricing" at undergraduate professional and 
''specialized institutions will require 
^\ndividual attention according to manpower 
and speci al i zed considerations 

*o Other adjustments are probably necessary for 
pric^Tna the deli,very of the service to 
part-time students, in some states to 
*• encourage more students to participate 

and' in others to encourage part-time 
students to study fu|.l time. 

The state board ' s decision on the rate of subsidy 
for delivery must take account of overall state concerns, 
including the need to preservi&- commitments and assets 
in the J980's tourist market and the want to ^ath^er 
funding from Federal student aid programs. 
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12. Stuaent Aid . . ' 

' '■ ' ' ,• .\ '■" % 

A sta^^ must decide its own effort in providing - 
ScholajTshipis and loans. 

o The 'prevailing consensus is that state 
^studeI1it aid ouaht ^to bte portable between 
' the piiblic and the private sectors'. 

■ . ' • ' . ■ . ■ \ ' ■* ' " . . 

\:' o Because performance budaetiTig'^:^ 

eguj^lize .the-, customer's, sha^re of public. 
:/ <:allege iristrVict ion with ■fche^ cu.stomejf*s 
share of proprietary instraction,; an 
effective lise o^.f resources dan include 
proprietary scholarships equa} in' amojiht 
.'P^r stud^t, ^at Ijeast^ to the subsidy 'at ./ 
public 'TWO- year ihst itututipns . ■ ' 

o State scholarships at private academic 
institutions can be* most equitably 
administered as tuit ion -equal i z^tion 
arants. \ 

-State prac:ti|ce in student aid can be regulcirly 
adjusted actordino to changes in the Federal cornmitmeht 
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